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CUSTOMS TARIFF TO EMBODY HARMONIZED SYSTEM \ & 


The Honourable Thomas Hockin, Minister of State for Finance, announced ‘ 
today that, in keeping with Canada's international commitment as contained 


in the February 18 budget, the government will introduce legislation in the 
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fall to incorporate into the current Customs Tariff the principles of the 


Harmonized Commodity Description and Coding System (HS). 


The Minister said the implementation of the new Tariff on January 1, 1988 
will be Canada's contribution to an international initiative to standardize 


customs tariff classification and trade data systems. 


"This fundamental change will have far-reaching consequences for importers 
and exporters of all countries adopting the HS, and should lead to an 


enhanced world trading environment," he said. 


Mr. Hockin recalled that Canada had embarked on the process of converting 
to the HS in the early 1980s after consultations with the public on a 
discussion paper examining its merits. As work progressed, the Tariff 
Board examined the appropriateness of the conversion of the current tariff 
nomenclature (the way goods are described) and their accompanying rates 


of duty. 


The Minister said that since adoption of the HS entails a fundamental 
change in the nomenclature, it was inevitable there would be some alteration 
under the new system in the rate of duty on some goods. He added that 


every effort has been made to ensure the conversion is "revenue neutral". 
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In addition, many of the unique features of the current Tariff which provide 
special benefits for members of the importing public, such as the "end-use" 


provisions, will be retained. 


The Minister acknowledged the extensive input provided by Canadian 
producers and importers into the Tariff Board's deliberations. "The bill 
which I intend to present to Parliament in the fall will incorporate many of 
the recommendations made by the Board. The proposed legislation will also 
reflect the outcome of Canada's negotiations with its major trading 


partners, who are also in the process of converting to the HS." 


In addition to the legislative changes required to adopt the HS, the 
government will update and streamline certain other provisions of the 
Customs Tariff. For example, the format by which rates of duty are 
specified for imported goods will be simplified. Furthermore, the Duties 
Relief Act will be incorporated into the Customs Tariff with the result 
that, for the first time, a single act will provide for rates of duty on 
imported goods and for special duty-relieving measures when certain 


conditions are met. 


Mr. Hockin observed that Canada's Customs Tariff has grown in an ad hoc 


fashion since Confederation. 


"As a result, we have a very complex and in some ways antiquated piece of 
legislation which is difficult for importers to use. The new legislation 
will provide Canadian producers and importers with a more logical and 
straightforward Tariff that will permit them to identify accurately the 
amount of customs duties that will apply to their imports. It will also 
provide the government with a new tariff structure more suited to a modern 


technological economy as we move into the 21st century." 


Mr. Hockin said his colleague, the Honourable Elmer MacKay, Minister of 
National Revenue, will be issuing a list of revisions to the draft | 
"Departmental Consolidation" published in February. This will allow members 
of the public to familiarize themselves with all of the new tariff items in 


the HS nomenclature and their related rates of duty. 
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An Annex with further details of the proposed legislation is attached. 


For further information, contact: 


Department of Finance 
Pauline Pelland 
(613) 992-6890 


Department of National Revenue 
John Hirsch 
(613) 954-6315 


Digitized by the Internet Archive 
in 2022 with funding trom 
University of Toronto 


https://archive.org/details/31/7611155/70905 


ANNEX 


Background to the Harmonized System 


The Harmonized Commodity Description and Coding System (HS) 
was developed collectively by member governments of the Customs 
Co-operation Council in Brussels to describe, classify and statistically 
record goods flowing in the international trading system. Canada 
participated actively in this work. Given that all countries adopting the 
HS will be agreeing to interpret its major provisions in the same way, the 
new international trading system will ensure greater transparency, 


consistency and uniformity in the processing of import transactions. 


In 1981, the government decided after public consultations that 
Canada should work towards the adoption of the HS for its Customs Tariff, 
which is the legislation governing, among other things, the imposition of 
duties on goods imported into Canada. As a means of facilitating public 
comment on the impact of the actual conversion to the HS, the Tariff Board 
was directed by the Minister of State (Finance) in 1984 to review the draft 
nomenclature (the way goods are described in a country's tariff) and the 
accompanying rates of duty. Public hearings were held under Tariff Board 
Reference 163: Canada's Customs Tariff According to the HS. The Board 
published its hearing notices in the Canada Gazette, and requested 
submissions from potentially interested parties including trade 


associations, individual companies, consultants and customs brokers. 


The Board has to date submitted to the Minister of State (Finance) 
four volumes of Reports based on their hearings which have been tabled in 
Parliament. The recommendations contained in these Reports -- many of | 
which the government will be implementing -- will ensure that the new 
nomenclature and rates of duty are as closely aligned to the needs of 


Canadian producers and importers as possible. 


The Major Features of Each System 


In the current Tariff, there are 12 broad groups of products, 
including one which is a miscellaneous group. The groups are not mutually 
exclusive, nor are goods necessarily described according to a consistent set 
of principles. Goods are often classified not so much by what they are but 
as to how or by whom they will be used. Certain tariff items are so broad 
that they encompass several unrelated kinds of goods. There are also 
provisions which establish "basket" rates of duty for a large number of 
goods. The statistical reporting system is completely separate from the 
tariff system, thus requiring a knowledge of two complex systems on the 


part of importers. 


The HS is a logically structured system. It contains 21 major 
sections with commodities arranged for the most part according to economic 
activity. The 21 sections are divided into 98 chapters which encompass 
specific industrial groups. Chapters are arranged largely according to 
levels of processing, with primary commodities classified in the earlier 
chapters and technically more complex products appearing in later chapters. 
Within a chapter, headings related to articles requiring higher levels of 
processing are generally placed later in the chapter. In the HS, goods are 
classified only under one heading and for the most part according to their 
physical characteristics. Once a product has been classified in a heading, 
an appropriate subheading within the selected heading must be determined. 
Further breakouts from the sub-heading level are permitted for domestic 
tariff purposes. In addition, a statistical coding system will be appended 
directly to the tariff item numbers, which will simplify data input for 
importers, make the data base more accurate, and facilitate the comparison 


of trade flow data between countries. 


The Conversion to the HS 


In the conversion to the HS, every attempt was made to maintain 
rates of duty at a level as close as possible to current rates. In 
particular, the "end-use" features of the current Tariff which could not be 


accommodated by the HS, have been incorporated in a separate schedule to 
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maintain the concessionary rates of duty for these items. Nevertheless, 
given the great differences between the current Tariff and the proposed HS, 
and the necessity to combine or separate out goods from existing tariff 
items to the proposed new tariff items, some changes in rates of duty on 
particular products were inevitable. It should be noted that the new Tariff 
will contain some 10,000 tariff provisions compared to the 3,200 items in 


the current Tariff. 


Canada and its trading partners have been involved in negotiations 
under the GATT to ensure that proposed changes resulting from our 
respective conversions to the HS will have a minimal impact on existing 
trade flows. In the case of the Canadian Tariff, the adjustments resulting 
from these negotiations are not extensive. They will be included in the 
list of revisions to the draft "Departmental Consolidation" published by the 


Department of National Revenue and will be available this summer. 


Streamlining the Rate Columns 


Schedule A to the Customs Tariff currently contains four columns 
setting out rates of duty on imported goods. In order to streamline the 
Schedule, the columns outlining the General Tariff and British Preferential 
Tariff (BPT) rates of duty will disappear in the new Tariff. A single 
General Tariff rate, extended to only a few countries, will be incorporated 
in a single provision of the legislation with exceptions for specified 
imports. In view of the decreasing significance of the BPT rates of duty, 
it is now possible to retain, under the Most-Favoured-Nation column, the 
relatively few preferential rates of continuing importance, which were 


identified through consultations with the major BPT supplying countries. 
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